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EXECUTIVE SUMMARY
JOINT PETITION FOR ESTABLISHMENT OF AN
UNDERGROUND CONVERSION SERVICE AREA
DOCKET NOS. E-01345A-07-0663 and T-01846B-07-0663

On November 26, 2007, Arizona Public Service (“APS”) and Verizon California, Inc.
(“Verizon™) filed a Joint Petition for the Establishment of an Underground Service Area (“Joint
Petition”). The Joint Petition stated that concurrent with its filing, APS and Verizon shall each
file with the La Paz Recorder’s Office a Notice of Proposed Lien for each of the individual
properties located within the proposed underground conversion service area.

In its review of the Joint Petition, Staff determined that the public service corporations
had not filed the Joint Petition until after the sixty day period provided in A.R.S. Section 40-
343.B. Thus an issue is raised as to whether the word “shall” as used in that section is in a
mandatory or directory sense. The Commission has previously determined in Decision 55490
that the time requirements of A.R.S. Section 40-343 are desirable but not mandatory in the
absence of some tangible harm to other parties. Because all parties are still afforded the
opportunity to file comments, withdraw signatures and be heard at the hearing set forth for this
matter, it is Staff’s opinion that the delay has not resulted in a detriment to the parties involved.

It is Staff’s opinion that the Joint Application by Arizona Public Service and Verizon
California meets the criteria set forth in A.R.S. 40-346.A; specifically that:

1) “owners of no more than forty per cent of the real property within the underground
conversion service area, or no more than forty per cent of the owners of real property,
have not objected to the formation of the underground conversion service area”;

2) and further determines “that the cost of the conversion as reflected in the report
prepared pursuant to § 40-342 is economically and technically feasible for the public
service corporations or public agencies involved and the property owners affected”;

3) and that “the underground conversion service area is a reasonably compact area of
reasonable size”.

Therefore, Staff recommends the Commission approve the Joint Application by Arizona
Public Service and Verizon California for establishment of an underground conversion service
area at Hillcrest Bay Mobile Manor.

Staff further recommends that the Commission order that repayment of the costs incurred
by the utilities may be paid in monthly installments over a period of fifteen (15) years plus
interest at the lesser of (a) the lowest prime interest rate published in the Wall Street Journal at
the time the conversion is complete or (b) eight (8) percent.

"IN THE MATTER OF THE PETITION OF TUCSON ELECTRIC POWER COMPANY AND THE MOUNTAIN
STATES TELEPHONE AND TELEGRAPH COMPANY FOR AN ORDER ESTABLISHING AN UNDERGROUND
CONVERSION SERVICE AREA TO BE KNOWN AS ORO VALLEY ESTATES CONVERSION AREA, Docket Nos.
U-1933-86-193 and E-1051-86-193, Decision 55490, March 19, 1987.
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Joint Petition For The Establishment Of An Underground Conversion Service Area
Docket Nos.: E-01345A-07-0663 and T-01846B-07-0663
Page 1

I. Overview

On November 21, 2006, Arizona Public Service Company (“APS”) received petitions
from over sixty (60) percent of the property owners owning over sixty (60) percent of the real
property on a square footage basis within Hillcrest Bay Mobile Manor (“Hillcrest”) requesting
that a cost study be performed for the establishment of an underground conversion service area.
The above referenced percentages were verified by the Hillcrest Bay Property Owners’
Association.

In response to the Petitions, APS coordinated with Verizon California, Inc. (“Verizon”)
the production of Verizon conversion cost estimates in order to develop a Joint Report to the
Hillcrest property owners. Subsequently, Verizon provided to APS its conversion cost estimates
for transferring overhead communications facilities underground.

On March 21, 2007, APS, on behalf of itself and Verizon, mailed each property owner
within the proposed underground service area a copy of the Joint Report which contained the
cost estimates of both APS and Verizon to convert the overhead lines of the companies to
underground facilities.

On or about June 19, 2007, APS received the second set of petitions from the Hillcrest
property owners for the proposed underground conversion service area. The La Paz County
Assessor certified “that the copies of the petitions for the property owners are correct as stated
with the address” to the best of his knowledge. The President of Hillcrest Bay, Inc stated in a
letter to APS that the petitions represented over sixty (60) percent of the parcels.’

On November 26, 2007, APS and Verizon filed a Joint Petition for the Establishment of
an Underground Service Area (“Joint Petition”). The Joint Petition stated that concurrent with
its filing, APS and Verizon shall each file with the La Paz Recorder’s Office a Notice of
Proposed Lien for each of the individual properties located within the proposed underground
conversion service area.

On December 3, 2007, a telephonic procedural conference regarding the scheduling of
the hearing in this matter was held.

On December 6, 2007, the Administrative Law Judge issued a Procedural Order requiring
Staff to file a Staff Report making recommendations in this matter no later than January 14,
2008. The Procedural Order also set January 18, 2008, as the hearing date for this matter.

On January 7, 2008, the La Paz County Board of Supervisors, pursuant to A.R.S. Section
40-344(J), approved the establishment of an underground conversion area for Hillcrest.

2 Refer to Exhibit 5 of the Joint Petition.
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II. Statutory Requirements

ARS 40°, Sections 341 though 356, address the conversion of overhead electric and
communications facilities and consists of the following:

40-341:
40-342:

40-343:

40-344:

40-345:

40-346:

40-347:

40-348:

40-349:

40-350:

40-351:

40-352:

40-353:
40-354:

40-355:
40-356:

Definitions

Petitions of owners for cost study establishing an underground conversion
service area

Petition of owners and petition of public service corporation or public
agency for establishment of underground conversion service area; notice
of proposed lien

Hearing on petition; notice

Procedure for making and hearing protests and objections and
withdrawing signatures

Hearing on petition by corporation commission, board of supervisors or
city or town council; determination of economic and technical feasibility;
addition or elimination of certain areas

Establishment of conversion costs; apportionment of costs; method of
payment

Conversion of service lines on owner's property; payment; notice of
disconnection to owner

Permit or easement for conversion of service lines to be furnished by
owner

Lien for cost of conversion; procedure to perfect lien; recording notice of
lien; default; limitation of action to foreclose lien; disconnection of service
upon default

Sale of property to satisfy lien

Relocation of underground facilities; public service corporation or public
agency to be reimbursed for cost thereof

Application of article; reinstallation of overhead facilities prohibited

No extension of corporation commission jurisdiction to public agencies or
cable television systems

Franchises, charters and ordinances of local governments not affected
Nonseverability

Section 40-342.B in part states that “not less than sixty per cent of the owners of
contiguous real property within a reasonably compact area of reasonable size, and who own not
less than sixty percent on a square footage basis of the real property within such an area” may
petition to establish an underground conversion service area.

Section 40-342.D in part states that “within one hundred-twenty days after receipt of the
petition” the public service corporations shall make a study of the cost of conversion to

3 Title 40 - Public Utilities and Carriers
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underground facilities and make available to all owners of land within the proposed underground
conversion service area a joint report setting forth an estimate of the costs to be assessed to each
lot or parcel of real property.

Section 40-343.A in part states that within ninety days after the joint report “not less than sixty
per cent of the owners of real property within the area who own not less than sixty percent of the
real property within the area excluding public places” may petition “for establishment of an
underground conversion service area in the same area as described in the original petition or
petitions”.

Section 40-343.B in part states that the public service corporations shall “within sixty days
thereafter petition the corporation commission” for “establishment of such an underground
conversion service area.

Section 40-343.D in part states that upon filing the petition with the corporation commission, the
public service corporations “shall record in the office of the county recorder of the county where
the proposed conversion service area is located a notice of proposed lien”.

Section 40-344.A in part states that upon the receipt of a petition, the corporation commission
shall set a date for a hearing on the petition, “which date shall be not later than sixty days nor
sooner than thirty days after receipt of such petition”.

Section 40-344, subparts B and C, set forth notice requirements.

Section 40-346.A in part states that the corporation commission shall hold a hearing to establish
the fact that the requirements of an underground conversion service area have been met and that:

1) “owners of no more than forty per cent of the real property within the underground
conversion service area, or no more than forty per cent of the owners of real property,
have not objected to the formation of the underground conversion service area”;

2) and further determines “that the cost of the conversion as reflected in the report
prepared pursuant to § 40-342 is economically and technically feasible for the public
service corporations or public agencies® involved and the property owners affected”;

3) and that “the underground conversion service area is a reasonably compact area of
reasonable size”;

then “the commission, board of supervisors or city or town council shall issue an order

establishing the area as an underground conversion service area”. >

Section 40-347.B in part states that the underground conversion cost “shall not exceed the
estimated costs indicated in the joint report” prepared by the public service corporations.

* For example Salt River Project (“SRP”); an entity not under the jurisdiction of the Commission.
* For example, the board of supervisors would issue an order for establishment of an underground conversion
service area where SRP was the electric service provider.
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Section 40-350.A in part states that upon completion of the conversion, in the event the
conversion costs are less than the estimate of such costs, “the underground conversion costs to be
paid by each owner shall be reduced proportionately™.

11I. Staff Analysis

In its review of the Joint Petition, Staff determined that the public service corporations
had not filed the Joint Petition until after the sixty day period provided in A.R.S. Section 40-
343.B. Thus an issue is raised as to whether the word “shall” as used in that section is in a
mandatory or directory sense. The Commission has previously determined in Decision 5 5490°
that the time requirements of A.R.S. Section 40-343 are desirable but not mandatory in the
absence of some tangible harm to other parties. Because all parties are still afforded the
opportunity to file comments, withdraw signatures and be heard at the hearing set forth for this
matter, it is Staff’s opinion that the delay has not resulted in a detriment to the parties involved.

On December 27, 2007, APS received a letter from the Parker Pioneer stating that,
despite the fact that an order was placed with the Parker Pioneer for publication of the required
notice on December 26, 2007, the notice did not appear in the newspaper. Upon receipt of this
letter, APS and Verizon requested a telephonic procedural conference with the ALJ and Staff.
Following the telephonic procedural conference, APS and Verizon contracted with the Arizona
Republic to publish the required notice in its December 29, 2007 edition. The notice appeared in
the Arizona Republic on December 29, 2007. The Parker Pioneer published the same notice on
January 2, 2008." APS also mailed a letter to each of the property owners on December 28,
2007, which notified each property owner of the status of the case including the date, time and
location of the January 18, 2008 hearing, as well as other procedural deadlines including the
timeframe and procedure for withdrawing signatures from the petitions or filing objections or
comments. In addition, the letter contained a copy of the notice that was required to be published
in this matter, which also provided all pertinent information about the procedures for
participating in the case.

Staff agrees with APS and Verizon that with the publication in the Arizona Republic on
December 29, 2007, that publication met the requirement set forth in A.R.S. § 40-344(B), which
requires that notice be published “once in a newspaper published in the county and of general
circulation within the proposed underground conversion service area.” The statute also requires
that the notice be published “not less than twenty days prior to the date of the hearing.” A.R.S. §
40-344(B). At the time of the December 29, 2007 publication, the Arizona Republic published
and circulated its newspaper statewide, including within La Paz County. Because the
publication occurred on December 29, 2007, it met the twenty day requirement, as well as the

S [N THE MATTER OF THE PETITION OF TUCSON ELECTRIC POWER COMPANY AND THE MOUNTAIN
STATES TELEPHONE AND TELEGRAPH COMPANY FOR AN ORDER ESTABLISHING AN UNDERGROUND
CONVERSION SERVICE AREA TO BE KNOWN AS ORO VALLEY ESTATES CONVERSION AREA, Docket Nos.
U-1933-86-193 and E-1051-86-193, Decision 55490, March 19, 1987.

’ Because the Parker Pioneer publishes only on Wednesday of each week, January 2, 2008, was the nest available
publication after December 26, 2007.
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requirement in the December 6, 2007 Procedural Order, which required publication on or before
December 29, 2007.

Staff reviewed that petitions of the property owners provided to the public service
corporations and independently calculated the percentage of property owners who were in favor
of the overhead to underground conversion and the percentage of property within the proposed
underground service area owned by those property owners. Staff also considered two comments
which were filed at the time this Staff Report was written that were in opposition to proposed
underground conversion. Attachment A provides Staff’s calculations. Staff determined that
63.18 percent of the property owners were in favor of the underground conversion and that 61.56
percent of the real property8 within the underground service area was owned by these property
owners. Therefore, it is Staff’s opinion that the requirement of A.R.S. Section 40-346.A with
respect to the “owners of no more than forty percent of the real property within the underground
conversion service area, or no more than forty per cent of the owners of real property, have not
objected to the formation of the underground conversion service area” has been met.

Staff then reviewed the estimated costs for transferring the overhead facilities to
underground that were contained in the Joint Report. APS estimated its public cost to be
$601,442 and the service cost to be $161,108. Verizon estimated its public cost to be $851,542
and the service cost to be $393,908. In addition, in a form letter to the parcel owners dated
March 24, 2007, Hillcrest Bay, Inc. identified an estimated cost of $928,528° for bringing
service from the APS meter to the residence. This results in a total estimated cost of $2,910,528.
APS had intended to convert the back lot overhead facilities in Hillcrest to overhead front lot
facilities.!® Therefore, in determining its estimate of the cost for the conversion to be assumed
by property owners, APS excluded the remaining undepreciated cost of existing plant'! because
APS did not intend on passing that cost to Hillcrest customers when the company converted to
front lot facilities. APS also included a reduction of approximately $300,000 that represents an
estimate of the cost it would incur for the back lot to front lot conversion should the Joint
Petition not be approved. Therefore, there is a cost benefit to the property owners if the
conversion from overhead to underground facilities were to occur at this time.

It is Staff’s opinion that the costs estimated by the public service corporations are within
a range of reasonableness. Staff also notes that the charges attributable to the property owners
may not exceed those specified in the Joint Report. In the event actual costs are a lesser amount,
the costs attributable to the property owners will be less than that specified in the Joint Report.

® The average parcel size for property owners in favor of the conversion was slightly smaller than the average parcel
size for property owners not in favor.

® This amount may change as Hillcrest Bay, Inc. refines its estimate.

19 APS states its facilities were installed beginning in 1972. Over the ensuing years, as lots were developed, it has
become increasingly difficult for APS to access its back lot facilities. Larger mobile homes and site built homes
have contributed to the restriction of access making maintenance, repair, upgrade and new service more difficult.

' A R.S Section 40-347.A.1 allows for the recovery of the undepreciated original costs.
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Having been informed of the estimated cost to perform the underground conversion,
63.18 percent of the property owners have indicated that they are in favor of establishment of the
underground conversion service area and are willing to pay the cost of such conversion. Those
property owners in favor of the underground conversion believe that restoring un-obstructed
views of Lake Havasu and the surrounding mountains may benefit property owners with
increased property values. As a result of the placement of new facilities within Hillcrest, and
with the facilities placed underground to minimize the effects of Arizona weather, Staff believes
that property owners may experience increased reliability of the service they receive from APS
and Verizon.

For the above stated reasons, it is Staff’s opinion, at this time, that the requirement of
A.R.S Section 40-346 A with respect to “the cost of the conversion as reflected in the report
prepared pursuant to § 40-342 is economically and technically feasible for the public service
corporations or public agencies involved and the property owners affected” has been met. Staff
is continuing its analysis with respect to economic feasibility for individual properties and may
amend its initial conclusion on this issue at hearing.

Finally, Staff reviewed the proposed underground conversion service area pursuant to
AR.S Section 40-346.A with respect that “the underground conversion service area is a
reasonably compact area of reasonable size”. Attachment B is a map of Hillcrest Bay Mobile
Manor. The red squares on the map indicate those property owners who signed petitions in favor
of the underground conversion. Staff did not discern any particular pattern in relation to the
location of property owners in favor of the conversion and those owners not in favor of the
conversion. Attachment C is an APS map containing red lines that indicate the approximate
location of the existing overhead facilities that would be placed underground. On December 12,
2007, Staff met with representatives of the public service corporations and toured Hillcrest.
Attachments D, E and F are pictures taken by Staff at Hillcrest to generally illustrate the types of
structures that are present, the geography and the overhead facilities to be placed underground.

Hillcrest is located approximately 17 miles north of Parker on a hillside adjacent to
Highway 95 overlooking Lake Havasu. The streets within Hillcrest are at increasing elevations
such that for parcels between streets, the rear parcel is terraced higher than the front parcel.
Parcels on either side of a street are at approximately the same elevation. No other
developments are immediately adjacent to, or contiguous to, Hillcrest.

Given the geography of Hillcrest with its existing back lot overhead facilities, Staff does
not believe it would be practical do some type of piecemeal underground conversion within the
area. It is also evident that some parcel owners may benefit more from a “view” perspective
than other owners due to the terraced nature of Hillcrest and/or a parcels location; such as along
the perimeter. However, Staff believes that to the extent that the underground conversion may
increase property values or provide increase reliability, such benefit would accrue, to some
extent, to all owners of property with the conversion area.
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Based upon the above observations, it is Staff’s opinion that it is reasonable for the
proposed underground conversion service area to include the parcels that are shown on the map
in Attachment B and that the requirement of A.R.S Section 40-346.A with respect to “the
underground conversion service area is a reasonably compact area of reasonable size” has been
met.

On January 11, 2008, Consumer Services Staff reviewed letters that expressed opposition
and found those who had written had not signed the second petition in favor of the conversion.
Staff found only one customer that had originally signed the second petition and due to a life
change had requested that her name be removed from the petition as 'in favor'. All lot owners
had been advised of the Proposed Lien on their properties by letters from APS and Verizon as
well as the estimated costs for the conversion. On January 14, 2008, Consumer Services Staff
spoke with various Hillcrest Bay residents who filed comments in favor of the conversion and
confirmed they remain in favor of the conversion, are aware of the conversion estimated costs,
and had been given an explanation of various means of payment.

Hillcrest property owners filed comments in favor of, and in opposition to, the proposed
underground conversion service area. Concern about an owner’s ability to repay the conversion
costs was expressed in several of the comments opposing the conversion. A.R.S Section 40-
347(B) allows the Commission to establish a period of time for repayment of the conversion cost
incurred by APS and Verizon not to exceed fifteen (15) years and sets forth a maximum interest
rate of eight (8) percent. In response to an inquiry from Staff, APS proposed a repayment period
of 5 years and recognized the statutory limit on interest of eight percent. Verizon stated that,
generally, the company does not favor extended payment plans because they are difficult to
administer but that it was open to discuss options. In consideration of the concerns of financial
hardship expressed by some property owners, Staff would recommend that the Commission
order that repayment of the costs incurred by the utilities may be paid in monthly installments
over a period of fifteen (15) years plus interest at the lesser of (a) the lowest prime interest rate
published in the Wall Street Journal at the time the conversion is complete or (b) eight (8)
percent.

Staff thought it would be helpful to also discuss the lien process and what happens if the
property owner defaults on the installment payments for underground conversion costs. Upon a
default of the periodic equal installment payment, the public service corporation may, upon 30
days written notice, discontinue service to such meter or account until the delinquency has been
paid. (see ARS § 40-350 (F)).

Under ARS § 40-350 (D), if there is a payment default, at the election of the public
service corporation, the unpaid balance of such underground conversion costs is immediately due
and payable upon 30 days written notice to the property owner and the public service corporation
may, not later than one year after the final installment would have been due and payable, institute
an action in superior court to foreclose on the lien. Unless there is a judgment of foreclosure and
an order of sale, there can be no sale of the property to satisfy a lien. (see ARS § 40-351)
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1V. Staff Recommendation

It is Staff’s opinion that the Joint Application by APS and Verizon meets the criteria set

forth in A.R.S. 40-346.A; specifically that:

1) “owners of no more than forty per cent of the real property within the underground
conversion service area, or no more than forty per cent of the owners of real property,
have not objected to the formation of the underground conversion service area”;

2) and further determines “that the cost of the conversion as reflected in the report
prepared pursuant to § 40-342 is economically and technically feasible for the public
service corporations or public agencies involved and the property owners affected”;

3) and that “the underground conversion service area is a reasonably compact area of
reasonable size”.

Therefore, at this time, Staff recommends the Commission approve the Joint Application
by APS and Verizon for establishment of an underground conversion service area at Hillcrest
Bay Mobile Manor. Staff is continuing its analysis with respect to economic feasibility for
individual properties and may amend its initial conclusion on this issue at hearing.

Staff further recommends that the Commission order that repayment of the costs incurred
by the utilities may be paid in monthly installments over a period of fifteen (15) years plus
interest at the lesser of (a) the lowest prime interest rate published in the Wall Street Journal at
the time the conversion is complete or (b) eight (8) percent.
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Attachment B

Lower Elevation>

< Higher Elevation ................
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Attachment D
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Attachment E
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Attachment F

0605 Photo
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